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Lister Sinclair 
Good evening, I'm Lister Sinclair and this is Ideas on 
faith in the market. 
 
Larry Solomon 
Consumers in Ontario are paying approximately 
twice as much for their electricity as they would if 
Ontario Hydro were in private hands. If we had a 
competitive system, we would be paying about half 
as much here in Ontario. 
 
David Cayley 
How do you know that? 
 
Larry Solomon 
Because of the price that competitive power is 
available at. But you're not allowed to buy that 
competitive power: you must buy your power from 
Ontario Hydro. If you were able to buy it, you'd be 
paying about half as much, and it wouldn't be 
nuclear-fired power you'd be buying, it wouldn't be 
coal-fired power you'd be buying; what you'd be 
buying would be hydraulic; it would be wind; it 
would be high-efficiency, gas-fired power. 
 
Lister Sinclair 
Larry Solomon is the research director of the Energy 
Probe Foundation and the author of a number of 
books on environment and society, including The 
Conserver Solution; Energy Shock; Power at What Cost? 
and In the Name of Progress. For more than ten years 
he has campaigned for the privatization of Ontario 
Hydro on the grounds that its monopoly powers 
have allowed it to abuse its customers with 
unnecessarily high rates and the environment with 
monstrously uneconomic mega-projects like the 
Darlington nuclear plant—$13.4 billion and still 
counting. And what is true of Ontario, he believes, is 
also true of the world. Everywhere, he says, state-
sponsored development has been the main engine of 
environmental destruction. 
 
Larry Solomon has been a pioneer of Free-Market 
Environmentalism, as a new book by American 
writers Terry Anderson and Donald Leal calls it. It 
holds that the environment fares best where 
resources are privately owned, where free markets 

provide accurate price signals, and where 
individuals enjoy strong property rights. 
 
Tonight on Ideas, in Part 1 of a series called "Faith in 
the Market," we explore this point of view through a 
conversation with Larry Solomon. The program is 
written and presented by David Cayley. 
 
David Cayley 
The headline appeared in the Toronto Globe and Mail 
in late 1991: "Energy Probe Short-Circuits Green 
Solidarity," it said. "Ontario Hydro's $6-Billion Plan 
To Cut Down Power Consumption Has Divided the 
Environmental Movement." The story following 
related how Cineplex Odeon had just installed more 
energy-efficient lighting and how Ontario Hydro 
had subsidized nearly a quarter of the cost of the 
conversion. Cineplex's new lights cut their electricity 
bills by twenty-eight per cent, which means they 
will pay off their investment in fifteen months and 
thereafter save pots of money annually. 
 
The Globe called this "a showcase for Ontario 
Hydro's six-billion-dollar conservation program;" 
Energy Probe called it nuts and asked why the 
Hydro's other customers should pay Odeon 
Cineplex to save money. It's an interesting question, 
but, according to the Globe, it angered other 
environmentalists who were worried about Probe's 
squawking just when conservation was about to go 
big-time. David Brooks, a veteran environmentalist 
now on Hydro's board and once a member of 
Energy Probe, was quoted in the story as saying that 
Energy Probe is no longer in the mainstream of the 
environmental movement. Ottawa consultant Ralph 
Torie called Energy Probe's views "neo-
conservative," and even the Globe's reporter, 
ostensibly a non-combatant, said that Energy Probe 
espouses "libertarian economics." 
 
At the centre of this controversy is the question of 
whether a free or a controlled market is more likely 
to result in conservation. Energy Probe's opponents 
presumably feel that conservation must be 
administered and see nothing wrong in Ontario 
Hydro spending six billion dollars of its customers' 
money to this end. Larry Solomon and his 
colleagues argue that, when Ontario Hydro begins 
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teaching its customers to conserve, or paying them 
to do so, it in effect charges them twice: once for the 
power and once for being instructed or inveigled 
into conserving it. They believe that a better way to 
foster conservation is a combination of free 
competition and just laws. 
 
Under such a regime, prices would reflect all costs 
and people could decide for themselves whether to 
conserve. In tonight's program, I investigate this 
view with Larry Solomon, first as it applies to 
Ontario Hydro and then more generally. 
 
Ontario Hydro came into being around the turn of 
the century as the result of a campaign for public 
power, led by Adam Beck (subsequently Sir Adam 
Beck), the Hydro's first chairman. Today, it has a 
thirty-one-billion-dollar debt, which is growing at a 
rate of three billion dollars a year; a huge and 
rapidly paid bureaucracy; rapidly rising rates; and a 
commitment to nuclear power, which has made 
Ontario the most nuclearized society per capita on 
earth. According to Larry Solomon, all this is a 
consequence of Hydro using its monopoly on the 
distribution of electricity to gain an effective 
monopoly on its generation. But it didn't begin that 
way. 
 
Larry Solomon 
When Hydro first was a gleam in Adam Beck's eye, 
it was actually a creature of the municipalities. It 
was the result of a co-op. There were eleven 
municipalities at the turn of the century that were 
captive to high fuel prices and they decided to form 
a co-op and to bring power from Niagara Falls. The 
power from Niagara Falls that they were bringing 
was actually private power, but they arranged for 
the grid to be built, and that original structure made 
a great deal of sense. Hydro, initially, was to be a 
transmission system, similar to a road system, 
carrying other people's power. It was an 
infrastructure project. That made sense. That in fact is 
where the world is starting to go back to—
everywhere except Ontario. 
 
But what happened, at the turn of the century, after 
Hydro cemented its powers as a transmission 
system, was that it started to gain more and more 
powers: it started to take over generation—first a 

little, then a lot; it took over the power 
developments in all the small communities around 
Ontario and started to make choices that weren't 
beneficial for the province. From head office in 
Toronto, it was very hard for Ontario Hydro to 
manage all the small hydro facilities that were 
around the province, so they dynamited some of 
them, they closed other ones down, because it 
wasn't efficient for Ontario Hydro to manage them, 
even though in Peterborough or other small 
communities it might have been very efficient. 
 
David Cayley 
How did Ontario Hydro get into nuclear power in 
the big way that it did? 
 
Larry Solomon 
Initially, Ontario Hydro had to be pushed to build 
nuclear power. It didn't like it—many utilities didn't 
like it, in the States as well as in Canada—but the 
central government liked it. The central government 
saw an advantage, saw it as being the technology of 
the future, and twisted Hydro's arm—in fact, gave 
Hydro a deal where they couldn't lose by building 
the first nuclear plants in Canada, the plants at 
Pickering. 
 
Hydro in time developed a nuclear bureaucracy that 
loved the technology, and didn't care if it was 
efficient or not, didn't care if it was inexpensive or 
not—they didn't have to answer to anyone, because 
they had a monopoly—and then they just kept 
building more and more. 
 
David Cayley 
In devoting itself so wholeheartedly to nuclear 
power generation, Ontario Hydro largely 
overlooked the possibilities of so-called micro-
hydro. It shut down existing local power stations 
and failed to exploit new sites. Paul McKay, in his 
book Electric Empire, claims that, over the course of 
this century, Hydro has decommissioned, 
dynamited, or discredited over four hundred and 
seventy small-scale sites around the province. The 
small scale simply could not satisfy the ambitions of 
a centralized bureaucracy, who believed, until very 
recently, that demand would increase forever. For 
Larry Solomon, this attraction for perpetual growth 
and the grand scale is characteristic of the behaviour 
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of government-owned enterprises. Ontario Hydro 
led the way, but, by the sixties, other provincial 
utilities had followed.  
 
Larry Solomon 
Governments wanted to build large dams and the 
private companies wouldn't do it. So in B.C., W.A.C. 
Bennett wanted to develop the Peace and Columbia 
Rivers, but the private companies said, this is not 
economic, it doesn't make economic sense, we can't 
do it. So Bennett nationalized the private sector in 
British Columbia and built his big dams. 
 
Same thing happened in Quebec: the private 
companies refused to build the big dams. There 
were seven or eight of them. They were producing 
electricity very efficiently; in fact, they were 
producing it more efficiently than the only (small) 
company at the time that was public: Hydro Quebec. 
Hydro Quebec's rates at the time were higher than 
the small private companies. And, when the private 
companies refused to dam the big rivers, it upset 
Jean Lesage—who was the premier at the time—and 
René Levesque, who was the minister, and they 
referred to the "lunacy and idiocy" of the private 
sector in allowing the rivers to run unharnessed to 
the sea. 
 
David Cayley 
But why did Lesage, Levesque or W.A.C. Bennett 
want to dam the big rivers? Was it just grandiosity? 
 
Larry Solomon 
It was grandiosity. They didn't have to worry about 
economic consequences—it wasn't their money—
and it gave the appearance of doing something. 
Politicians are in the business of being re-elected, 
they like to generate job creation. It doesn't matter to 
them whether the jobs are economic or not—they 
like to generate activity. And those dams generated 
a lot of activity, there were a lot of construction jobs. 
 
David Cayley 
According to Larry Solomon, there is only one way 
of dealing with the grandiose ambitions and 
profligate habits of public power corporations: break 
their monopoly and allow all power producers 
equal access to the distribution grid. And this is 

what Larry Solomon and Energy Probe have 
advocated for the last fifteen years in the case of 
Ontario Hydro. 
 
Larry Solomon 
In looking at any electricity system, there is a part 
that is a natural monopoly—that's the grid—and a 
part that's naturally competitive—the generating 
facilities. Ontario Hydro at the very beginning was 
rational in that the natural monopoly was controlled 
by the state and the part that was naturally 
competitive was allowed to compete. Over the years, 
Hydro went away from that, and what Energy 
Probe began to advocate was that Hydro return to 
that original structure. 
 
Now, that didn't find favour in Ontario, but, 
ironically, it did find favour, a little later, in the 
United Kingdom, where the government of 
Thatcher decided to privatize the U.K. system. It 
wasn't her intention to end up with the kind of 
system that was in place in Ontario at the turn of the 
century, but that's, in effect, what did happen. What 
Thatcher wanted to do was privatize. In her case, 
she was interested in privatization for ideological 
reasons. She also wanted to preserve the nuclear 
industry and she didn't realize that she couldn't 
have both. She didn't realize that the nuclear plants 
had no value and that the private sector would 
realize that they had no value; but, after the 
privatization process began, after the private sector 
began to look at the books, they realized that they 
couldn't afford nuclear power, no matter what. 
 
What Thatcher was forced to do was to take back the 
nuclear plants and put them into a Crown-owned 
utility, called Nuclear Electric. What was privatized 
was the rest of the system—the coal plants and the 
oil plants—there was very little hydraulic in the 
U.K. And overnight, as soon as the private sector 
took over the electricity business, not only did 
nuclear expansion end in the United Kingdom, but 
also coal expansion ended as the private companies 
realized that the coal plants were uneconomic. Also, 
most of the expansion ended—seventy-five per cent 
of all the expansion ended—because the private 
sector realized that the existing plants could be run 
far more efficiently and soon they realized that not 
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only did they not need to have a huge expansion 
program, they could start retiring some of the 
existing plants. And, at the same time as all these 
large-scale polluting industries—coal and nuclear 
power industries—were going by the board in the 
United Kingdom, the economy was experiencing a 
building boom in new generating facilities. Now, 
what they were building were primarily high-
efficiency gas technologies and renewable energy—
wind power, some hydro, and agricultural wastes 
that were being converted to electricity production. 
So a very dynamic system came into being, and 
what we saw was the replacement of the large-scale 
polluting nuclear and coal industries by 
conservation, high-efficiency gas, and renewable 
energy—everything that environmentalists have 
been fighting for. 
 
David Cayley 
What about rates? 
 
Larry Solomon 
Rates varied. Very often the government was 
producing power at a loss without even knowing it; 
but, as soon as the private sector took over, rates 
started to become far more rational. For the general 
public, rates declined, relative to inflation; for most 
industry, rates declined, relative to inflation; for 
some industry, the ones able to court government, 
the ones able to get special favours, rates actually 
went up, because they lost their clout. When they 
were dealing with the government, they had a great 
deal of clout; when they were dealing with their 
private-sector equals, they had very little clout. And, 
as a result, they've lost their subsidies and their rates 
are going up. 
 
David Cayley 
What has been the experience in other jurisdictions 
over this same period when this has been happening 
in Great Britain and you've been trying to reform the 
Hydro here? What's happened in the U.S., for 
example? 
 
Larry Solomon 
In the U.S., anti-monopoly legislation was passed in 
the late 1970s and then was tested in the courts. The 
big utilities tried to stop it—they liked their 
monopoly. They eventually lost their challenges in 

the mid-1980s and, as soon as they lost their 
challenges, nuclear power ended as a new form of 
fuel and, in fact, coal also ended as a new source of 
capacity. Rushing in to fill that void was what the 
market dictated was most efficient, and that's small-
scale, high-efficiency gas technologies; renewable 
energy technologies; wind power; hydro-electric; 
methane from agricultural wastes; co-generation 
from wood burning; and apartment buildings, 
hospital complexes, and shopping centres realizing 
that they could very economically produce power, 
meeting their own needs and sometimes exporting 
the surplus to others. 
 
The result of all this cheap and clean power entering 
the U.S. marketplace was a great drop in prices. So, 
while prices have been steadily climbing in Canada, 
especially in Ontario, prices in the U.S. have been 
dramatically falling. Soon—in fact, next year—
Ontario's prices will equal those in the U.S. and, by 
the year 2000, unless things change in Ontario to 
allow competition, Ontarians will be paying perhaps 
twenty per cent more than the U.S. is paying. 
 
David Cayley 
What was the nature of the legislation that the 
Carter administration brought in? You called it anti-
monopoly legislation—what did it say? 
 
Larry Solomon 
This legislation was called PURPA. It required that 
any utility, before it built more generating facilities 
of its own, had to see if the private sector or others 
could compete with it, could produce electricity at 
equal or lower cost. And in fact the whole world 
could produce electricity at equal or lower cost and 
not only could it produce electricity at equal or 
lower cost, it also happened to be cleaner. The result 
of that was that there was no room left for the 
central monopolies to build any more power—they 
were just too inefficient to build additional plants on 
their own and, instead of the large-scale projects that 
had characterized the United States' electricity 
system, small-scale facilities were built. Often the 
biggest beneficiaries were farmers and rural 
communities, because the power was widely 
dispersed. What a market-based economy does is it 
allows advantages that are vested in nooks and 
crannies in the economy, wherever they may be, to 
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play their role. They can't be suppressed by the 
monopoly, as had occurred. 
 
David Cayley 
So now you have an extremely heterogeneous grid? 
 
Larry Solomon 
That's right. It's a grid that for which almost anyone 
can produce. What we're going to be seeing is homes 
eventually producing their own electricity. The very 
first electricity plant that was ever built was installed 
in J.P. Morgan's house; it was built by Edison, and it 
was a little co-generation plant: it produced heat and 
electricity. The heat was used to heat the house and 
the electricity was used to turn the lightbulbs on. 
That type of system is the most natural system, the 
most efficient system, for generating electricity. 
 
When a central monopoly builds a big plant—and 
they like big plants because they have large 
bureaucracies and it's inefficient to run small plants 
with large bureaucracies—when a central monopoly 
builds, say, a coal plant, it might run that coal plant 
at a thirty or thirty-five per cent efficiency; it burns a 
hundred BTUs of coal and gets perhaps thirty or 
thirty-five BTUs of electricity that's usable. The rest 
is expelled into the atmosphere, just wasted. If that 
little plant was in the home with a little co-
generation unit, the efficiency would climb from 
thirty-three per cent to about ninety per cent, 
because the heat would be used and also the 
electricity would be used. 
 
David Cayley 
Believing that the future belongs to technologies like 
co-generation has made Energy Probe unwilling to 
support even the conservation plans of Ontario 
Hydro. So long as Ontario Hydro controls access to 
its distribution grid, it will be in a position to 
dampen innovation and exclude competing 
producers at will. In fact, according to the Globe and 
Mail, Ontario Hydro recently reneged on a 
commitment to the city of Windsor to buy private 
power that would have saved the citizens of 
Windsor four hundred and fifty million dollars over 
the next twenty years. Under these circumstances, 
Larry Solomon believes that spending six billion 

dollars on conservation amounts to throwing good 
money after bad. 
 
Larry Solomon 
We raised Hydro's conservation programs at 
Ontario Energy Board hearings a couple of years 
ago, analyzed them, and presented evidence 
showing that little, if any, savings would occur—
certainly not economic savings and little, if any, 
environmental savings. The problem is that you can 
call whatever you want conservation. In Ontario 
Hydro's case, they have electric heating programs 
that they're calling conservation programs. Hydro is 
offering incentives to people to install heat-pump air 
conditioners and they're calling that a conservation 
program. Those will increase electricity demand, 
they won't decrease electricity demand. 
 
But there's another issue here and that is whether 
conservation is desirable in itself. People are treating 
conservation as if it were an end in itself and I think 
there's good reason for that: in the past conservation 
has meant less nuclear-fired power, so less nuclear 
waste; and less coal-fired power, so less acid gas and 
less greenhouse gases. But there's no reason to 
conserve something nice and, if electricity was 
produced from benign sources—for example, wind 
power or agricultural wastes—if it was produced 
using waste heat, there would be no reason to think 
of conserving it. We don't think of conserving our 
production of bread; why should we conserve our 
production of electricity? It's only because electricity 
is a poison the way it's produced, and bread isn't the 
way it's produced. So the focus on conservation, I 
believe, is misplaced: we should instead have a 
focus on clean generation. 
 
David Cayley 
Why does the market always favour clean methods 
of generation? 
 
Larry Solomon 
Well, the market doesn't always favour clean: the 
market always favours efficient, and inefficient 
technologies normally would be phased out, except 
when government uses its clout to keep them in 
place. So government clout keeps uranium miners 
working, even though those uranium mines are 
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dirty and even though the markets reject uranium; it 
keeps coal miners going, even though the market 
says that coal mines shouldn't be in production. 
 
David Cayley 
So the market will give you efficiency, but how are 
you going to ensure that you have, as you said, 
"non-poisonous" power production? Do you need a 
regulatory framework for that too? 
 
Larry Solomon 
Many people propose strong regulations and that 
certainly is one approach. The approach I prefer is 
one of having strong property rights. This harkens 
back to more traditional systems. In the United 
Kingdom, where our common law comes from, 
before the Industrial Revolution, you couldn't 
pollute—you could not pollute other people. In fact, 
the courts even upheld an individual's right to not 
be polluted by a municipality. So the property rights 
were very clear: you could not use your land as a 
dump if other people were going to be suffering. 
 
The important precedents in changing this 
traditional regime occurred in the British courts in 
the 1830s and 1840s. They involved disputes 
between railway companies and farmers: the 
farmers were upset because sparks from the 
locomotives were burning the farmers' fields. The 
farmers went to court for compensation and the 
courts started to rule that society had a greater 
interest in seeing those trains proceed than in 
protecting the farmers. As a result, it became the 
farmer's responsibility to protect himself from the 
pollution from the locomotives. Those early 
precedents were then used by smoke-stack 
industries in being able to spew their pollution onto 
other people's lands, and the right to have your own 
property inviolate became degraded over the years. 
 
David Cayley 
This process, as it occurred in the United States, is 
related in detail in a book called The Transformation 
of American Law, 1780 to 1860, by Morton Horwitz. 
Horwitz argues that the British common law, as 
interpreted in the American colonies before the 
revolution, was in effect anti-development. In 
conferring on owners a right to undisturbed 
enjoyment of their property, it severely restricted 

polluting uses of adjacent lands or rivers. But, 
during the period between the Revolution and the 
Civil War in the U.S., the law was transformed, and 
a conception of property appropriate to a static 
agrarian society was replaced by a new view. This 
new conception—dynamic, instrumental, and more 
abstract than the old—emphasized what Horwitz 
calls "the newly paramount virtues of productive 
use and development." The legal profession made 
common cause with the new bourgeoisie and 
economic growth became a transcendent public 
good which superseded, or at least modified, many 
of the private rights the common law had formerly 
conferred. 
 
Governments also overrode property rights with 
new statutes. In Ontario, for example, in the 1940s, a 
group of downstream landowners successfully sued 
a company called KVP, which operated a pulp mill 
on the Spanish River at Espanola. They were 
granted damages and an injunction restraining the 
company from discharging into the Spanish River 
any substance that would injure the purity of the 
water. The Ontario government responded by 
passing a new law, which effectively lifted the 
injunction. 
 
Property rights have been progressively weakened 
during the industrial era, but they do have an old, 
established, and still extant tradition. To Larry 
Solomon, and other environmentalists of like mind, 
restoring and strengthening these rights potentially 
offers a non-bureaucratic means of constraining 
polluters and limiting development. Solomon also 
believes that the environment just naturally fares 
better in private hands, because private owners have 
an interest in protecting it. Forests, he says, are a 
case in point. 
 
Larry Solomon 
Wherever the state has owned forest lands, it has 
done its best to denude them; wherever the private 
sector owns forest lands, it tries to protect them. You 
can look at Canada, you can look at Europe, you can 
look at the Third World, and you'll find the same 
pattern: when individuals own their land, they want 
to keep it intact. They might log some of it; they'll 
rarely clear-cut it; they'll use it for many purposes; 
they'll find many different forms of revenue from 
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that land; but they're almost always pushed by the 
state to harvest it faster and harder than they want 
to. 
 
So, in Ontario, we have government producing 
documents talking about the apathy of the small 
landowner, because he doesn't realize that he should 
be managing his wood lots differently; he's letting it 
rot. The state doesn't realize that that woodlot owner 
derives part of his happiness from birds on that lot 
or being able to walk through it and being able to 
harvest some of it for fuel perhaps and maybe sell 
the odd log here and there. What the state wants is 
to promote through-put. It likes GNP growth, 
whereas the individual couldn't care less about GNP 
growth: the individual is just concerned about his 
own welfare and his own welfare is measured partly 
in dollars, but also partly in terms of the pleasure he 
derives from his possessions. 
 
In Scandinavia, the state owns much less of the 
wood than occurs in Canada, but even there it 
pushes the woodlot owner to cut his trees. In fact, 
there's a law in Sweden that forces every woodlot 
owner to harvest at least half his trees within ten 
years of maturity—it's against the law not to cut 
your trees down, you're a bad citizen if you do. In 
Finland, you don't have to by law, but you have to 
pay a penalty if you dare to keep your trees uncut. 
 
The Ontario government last year was unhappy that 
some ninety thousand property owners in Ontario 
weren't developing their lands—these were lands 
that had minerals on them which their owners had 
not seen fit to develop. The government passed 
legislation changing the tax rules, making it in effect 
impossible for those owners to keep their lands, 
forcing them to pay high taxes if they wanted to 
keep them and making it impossible for them to sell 
it, because any new purchaser would have to pay 
the high taxes. The government's purpose was to 
force those ninety thousand landowners to give up 
their land to the government. And the reason the 
government wanted to take over all that land was to 
encourage the mining industry, because mining 
companies wanted access to cheap mineral rights. 
Those property owners didn't want to give them 
cheap mineral rights and the Crown was happy to 

do so. So the government wanted to exploit, exploit 
its resources. Governments have an incentive to 
grow; the private sector has an incentive to be 
efficient. 
 
David Cayley 
Larry Solomon's axiom here, if I can call it that, 
depends on a distinction between government and 
what he calls the private sector. The distinction is 
hard to draw since, even in so-called free economies, 
governments establish both the rules and the 
material conditions which make it possible to do 
business. Is an automobile manufacturer, who 
makes a product which would be useless without 
public roads, a private enterprise? How about a 
forest company that exploits public lands? 
 
But this, I think, is precisely Solomon's point: a truly 
free-enterprise economy is something no one has 
ever seen. To even begin to see what it might be like 
would involve first understanding all the ways in 
which the state forces both the pace and the scale at 
which so-called private companies exploit the 
environment. In countries like Malaysia and the 
Philippines, for example, the horribly accelerated 
rate of deforestation in the last generation has been 
driven by a combination of low resource rents and 
short leases. Private companies did the cutting, but 
the governments appropriated the lands from their 
traditional owners and established the policies 
which made the destruction perversely rational. 
 
In Canada as well, Solomon says, governments 
demand a rate of exploitation that would make no 
sense if resources were privately owned. 
 
Larry Solomon 
This country has as major industries the forest sector 
and the mining sector. Both of those sectors, in 
private hands, would be greatly reduced; most of 
the logging that occurs coast to coast is uneconomic. 
Private companies could log perhaps one twentieth 
of the trees to make the same profit that's currently 
being made by the government. So what we would 
see if the private sector owned the resources is a lot 
less logging but a lot more profits. So we'd see a 
much wealthier society in monetary terms and a 
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much wealthier society in terms of having our 
natural resources preserved. 
 
David Cayley 
Why would we have a wealthier society? 
 
Larry Solomon 
Right now, McMillan Bloedel might be making all of 
its profits from, let's say, five acres out of a hundred; 
they might have five profitable acres, ninety-five 
unprofitable acres; but the government says, as a 
condition for you logging those five profitable acres, 
you must log the other ninety-five. These are the 
existing rules in British Columbia. It costs McMillan 
Bloedel, and therefore it costs society, money to 
harvest all those trees unnecessarily, so that there 
are fewer profits for McMillan Bloedel, there's less 
tax revenue for society, there are fewer trees left for 
society because of these perverse regulations. 
 
David Cayley 
Well, what's happening to the wood? 
 
Larry Solomon 
The wood is going to pulp. 
 
David Cayley 
You mean the wood is also going to uneconomic 
uses? 
 
Larry Solomon 
That's right. So we have a very large, unsustainable 
pulp industry in Canada, based on— 
 
David Cayley 
—wasting paper. 
 
Larry Solomon 
Exactly. Not to mention all the pollution that's being 
created through the pulp-and-paper industry and 
then all the unseen costs that turn up later because 
of the pollution. 
 
David Cayley 
Do you favour property rights being entrenched in 
the Constitution? 
 
 
 

Larry Solomon 
Personally, I do. I believe that having property rights 
entrenched in the Constitution would be a 
decentralizing force. I think having property rights 
entrenched in the Constitution would prevent the 
state from exercising its power to do harm, and that 
has been the history of the state. It has always 
exercised its power in environmental terms to 
promote projects that were not viable, that could 
never occur any other way. 
 
You know, big business opposes property rights. 
Peter Allan, who's the president of Lac Minerals, 
thinks people have too many property rights and the 
reason is that they complain about his blasting 
operations, they complain about noise, they 
complain about debris landing on their property, 
and they don't realize that economic progress 
depends on them not having too many property 
rights. I gave a speech to the Canadian Gas 
Association and explained what would happen if 
we had strong property rights and they spoke out 
against it. They said, you mean we wouldn't be able 
to expropriate people's lands to build our pipelines 
through them? We wouldn't get anything done! 
 
Big business doesn't like to be public about this, but 
they don't like property rights, they don't like 
property rights at all. 
 
David Cayley 
Well, pardon me, but wasn't this proposal 
introduced by the Conservative government? 
 
Larry Solomon 
Yes, the Conservative government introduced it and 
the Conservative government has many reasons for 
introducing it: I'm sure the Reform Party is one. The 
Reform Party has as a major constituency not the big 
businesses but the more rural community-based 
Westerners, who might be on the receiving end of 
those larger royalties, or who just appreciate the 
importance of having their own rights over their 
own little piece of land. So it's small holders that 
tend to like property rights, because they want to be 
able to protect what they have. 
 
David Cayley 
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What about rivers, atmosphere, lakes? How can 
property rights be applied in such cases? 
 
Larry Solomon 
Property rights used to protect rivers through 
riparian rights, where downstream residents had 
rights to stop upstream polluters; then the state 
moved in to limit their rights and passed laws that 
increasingly limited the rights of downstream 
residents to sue upstream polluters. The atmosphere 
is a much harder problem, because that's much more 
of a commons and, whenever you have a commons, 
especially a very large commons, there's going to be 
difficulty in managing it and then you need 
international cooperation, then you need 
international conventions. But we shouldn't be 
artificially creating commons and creating these 
problems for ourselves. When we have river systems 
that can be regulated through riparian laws that 
allow downstream residents to protect themselves 
against upstream polluters, we should keep those in 
place.  
 
David Cayley 
Is there a limit to how much the free operation of 
markets can protect the environment? Are there 
cases where legal and regulatory frameworks are 
necessary as well? 
 
Larry Solomon 
Oh, markets can't exist without good laws. I see 
markets as depending on good laws and I see 
markets as being highly intricate, very, very finely 
tuned. In fact, value is created from good laws. I can 
give you an example of how a market works with 
laws and regulations in a small scale. It occurred 
when Energy Probe decided to purchase a little 
property in a residential part of the city. The 
property had been owned by an art school—it was a 
former church—and the art school moved out and 
we purchased it. 
 
The zoning regulations didn't exactly allow a non-
profit charity such as Energy Probe to occupy that 
property. It became in effect an issue for the 
neighbourhood. The neighbourhood, on the one 
hand, was pleased to see the art school go, because 
there were parking problems—there were a lot of 

students and they often parked where they 
shouldn't be parking—but, on the other hand, they 
were also concerned about what Energy Probe 
might do. So there was a series of meetings between 
Energy Probe and the community and what the 
community decided on its own was that there was 
one neighbour, one particular neighbour—the one 
nearest the Energy Probe property—who would in 
effect have the greatest incentive to look out for 
everyone's interests. That one neighbour was 
empowered, really in a way quite informally, to 
represent everyone. 
 
A contract ended up being drawn up between 
Energy Probe and that neighbour, prescribing how 
the property could be used and how it couldn't be 
used. Had there been any disagreement in that 
neighbourhood, Energy Probe would not have been 
able to occupy that building. So, in effect, all the 
residents had a veto and for us to move in; we had 
to make sure that we were satisfying the concerns in 
that neighbourhood. This is a case of everyone's 
property rights being respected. This kind of 
intricate result cannot be arrived at by a remote 
bureaucracy deciding what's right and what's not by 
having blanket rules. In fact, the rules were adapted 
for that situation. So markets and regulation, 
markets and laws, they're really one and the same 
thing. When you don't have a good market, the laws 
become laws of fiat and become abusive and, if you 
don't have good laws, markets mean nothing. 
 
David Cayley 
That's an interesting example. It changes how I feel 
about all the terms that you're using—property, 
market, etc. As soon as you bring the community into 
it and make me see that this is a complex and, in a 
way, living symbiosis of 
community/property/market/law, it takes on a 
very different aspect than if I try and deal with these 
terms by themselves. 
 
Larry Solomon 
Well, a market is like a little ecology. What 
ecologists like to see is a very diverse kind of 
landscape, and a market is analogous to that. You 
have lots of little niches, with people playing their 
own roles, all having their own values, being able to 
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exercise their values, and the values are all 
independently set. In a marketplace, the small 
shopowners have their role and the big industries 
have their role and they all have to co-exist; they all 
have to find some kind of a harmonious balance; 
they all have to communicate with each other or 
relate to each other. Instead of having a monoculture 
imposed on them from above, which is what a 
central government does when it has a plantation 
that's undifferentiated or when it has an economy 
that's undifferentiated. 
 
David Cayley 
A market by itself is not a natural form. 
 
Larry Solomon 
I think a market is a natural form. I think you can 
look around the world and see that, when people 
aren't oppressed by their governments, when you 
don't have a feudal society, when you don't have a 
fascist society, when you don't have a big socialist 
society, where you have democracies—and the 
democracies could be the democracy of an African 
village and it could be the democracy of Greece or it 
could be a Western-style democracy as we have—
what springs up naturally are these relations 
between people and those relations occur in the 
marketplace. It's only when the state decides where 
the marketplace can be, what the rules of the 
transaction are, that it becomes strained and even 
then the marketplace exists, but it becomes a black 
marketplace. 
 
The marketplace is always natural. It's what the state 
often tries to suppress, but the marketplace springs 
from the needs of individuals to relate to each other, 
to communicate with each other, and to exchange 
information with each other. It's that ability to 
exchange information that leads to the efficiency of 
the marketplace, because it blends so many different 
sources of information that can't be had by a central 
government that is trying, though well-meaning, to 
decide for all of society what the proper mix of 
inputs might be in an agricultural scene or how 
many resources people in a certain urban setting are 
allowed to have, or what an educational system 
should be like. 
 
David Cayley 

You're talking about a market society, but your 
vision is of something small, self-limiting, intricate—
I think—but that to me is the opposite of what we 
now have as a market society, where incomes in the 
millions of dollars are not surprising, where 
overgrowth is everywhere. 
 
Larry Solomon 
Where you see the overgrowth, you usually see the 
heavy hand of government: you see large 
monopolies, you see regulations that have been set 
by governments to favour particular industries, you 
see conscious government policies to have more and 
more corporate concentration. Those are 
government policies that try to skew the economy in 
a particular way, but, in fact, markets naturally are 
self-limiting, because what's important in 
succeeding is information, having good knowledge 
of producers and consumers, and that knowledge 
generally will be in the community. So, if you are 
trying to serve a community, you're going to know 
your customers best in that neighbourhood; you're 
going to have a much poorer idea of what your 
customers at the other end of the world might need. 
You might be able to sell to them, but it'll be harder 
than selling to people who are nearer to you. 
 
David Cayley 
What about free trade then? What's your view of 
free trade and of the current Uruguay around at the 
GATT, where barriers to trade are to be 
discouraged? Is all that good, in your view? 
 
Larry Solomon 
Free trade is good. Free trade prevents government 
from using the commons as a dumping ground. This 
is precisely why the environment benefits most from 
free-trade regimes. We have a good example of it 
with the U.S. government challenge of Hydro 
Quebec subsidies to magnesium companies. Because 
of Quebec government policy, below-cost power 
was being given to the magnesium producers. So 
these polluting industries were able to take 
advantage of the Quebec commons to produce their 
products for export. What free trade does is it says, 
governments shall not subsidize their producers. 
And there are several ways that governments 
subsidize their producers: one way is directly 
through finances and the other way is through 
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access to the dumping ground of the commons in 
that country. 
 
What free trade is doing is making it harder and 
harder for subsidies of any kind to be permitted. The 
result in the European Community I think illustrates 
that very well. The most polluting countries, 
countries with the lowest environmental 
standards—countries like Spain and the U.K.—
under EC rules, have been forced to raise their 
standards—say, their water-quality standards. And 
they have been raising their water-quality 
standards. So the environment has been benefiting. 
 
David Cayley 
How do you mean, forced to raise them? Forced by 
the operations of the market? 
 
Larry Solomon 
That's right. 
 
 
David Cayley 
How? 
 
Larry Solomon 
There are EC-wide rules that decide what are fair 
practices, and this is the marketplace again needing 
good laws to operate well. Good practices mean you 
can't use the commons as a dump. And U.K. 
industry had been used to using the commons as a 
dump, but these laws are coming in and they're 
being enforced by the trading partners and they're 
no longer able to use the commons as a dump. And 
privatization has helped that process, because, in the 
U.K., the water company is now a private company. 
In fact, it's a dozen private companies. They must 
meet the European Community standards and they 
have two ways of doing it: one way is to install their 
own equipment and another way is to force the 
industrial polluters to install abatement equipment. 
They've gone to those polluters and they've said, 
well, you can do two things: you can pay us your 
normal rate and we'll let you pollute as before and 
we'll clean up for you, or we'll give you this better 
rate, but to get it you've got to clean up your act. 
And companies are cleaning up their act. 
 

So the private water companies have been able to 
take on the private polluters in a way that 
government never could. But they're able to do even 
more than that: they're also able to take on the 
farmers, because the farming community in Britain 
is notorious for its run-off of pesticides, herbicides 
and fertilizers into the water system. The 
government could never take them on, because the 
farmers were too powerful a political constituency. 
But the water companies are taking them on and 
may force them to clean up their act as well. And 
government becomes an honest broker throughout 
all this, because, before, they were captive to all 
these private interests and now they're able to act 
much more as an independent regulator. 
 
David Cayley 
Is there a split in the environmental movement over 
this question, do you think, at the moment? 
 
Larry Solomon 
Yes. In fact, I would say the majority of 
environmentalists prefer the command-and-control 
approach. Everyone sees mistakes occurring: you 
might not have enough insulation in your house and 
they think, well, with a good law, you might be 
forced to put that insulation in your house, and so 
they want that good law. But that assumes that the 
only thing in the world that's important to you is 
having that insulation in that house; and your 
time—the time that's required in putting it there, or 
the fact that you might not be able to read a book in 
that period—doesn't weigh as heavily. Whenever 
you have these laws trying to protect one sector, 
inevitably other sectors are being involved, being 
hurt, and they're not just economic sectors: they 
could be cultural sectors, health sectors, other 
sectors. 
 
The issue really becomes: who should be making 
decisions? Should it be a wise elite that knows what 
you need, or should we trust the citizenry more and 
empower the citizenry more and let them make the 
mistakes that they're going to make? 
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because I believe that the mistakes they'll make, 
while they'll be many, will be far, far smaller in 
impact than the few very large mistakes that our 
Crown corporations have made. 
 
Lister Sinclair 
On Ideas tonight, you've been listening to a 
conversation with Larry Solomon, the research 
director of the Energy Probe Foundation. The 
program was written and presented by David 
Cayley. This series is called "Faith in the Market" 
and it concludes tomorrow night with a program 
about a new bank in Bolivia, the Solidarity Bank, 
which lends only to the poor. Recording engineer for 
tonight's program was Steve Sweeney; production 
assistants: Gail Brownell and Faye Macpherson. The 
executive producer of Ideas is Bernie Lucht. 
Transcription by Hedy Muysson. 

Lister Sinclair 
Good evening, I'm Lister Sinclair and this is Ideas on 
faith in the market. 
 
Pancho Otero 
I think this is the first time that, collectively, in 
several continents, people are saying, well, you 
know, it's not a problem that is exclusively 
economic. I think the beauty of our credit program is 
primarily and fundamentally that it promotes the 
person's dignity. You're not poor because you have 
or you don't have money: it turns out you're poor 
because you think you're a basketcase. A credit 
program that requires repayment—in other words, 
based as a business—a credit program that has real 
interest rates, a credit program that treats this very 
poor person in a very remote place on the earth, as a 
client, turns out it does a lot more for raising their 
standard of living than any handout you can do. 
 
Lister Sinclair 
Earlier this year, in Bolivia, a new bank came into 
existence. It's called Banco Solidario—Solidarity 
Bank—or Bancosol for short. Its purpose is to serve 
the tiny informal businesses that make up Bolivia's 
so-called micro-enterprise sector, and it's the first to 
attempt this on a purely commercial basis. 
Organizations like the Grameen Bank of Bangladesh 
have been offering credit without collateral to the 
poor for a number of years; but all such efforts, until 
now, have been non-profit, and so dependent on 
grants or concessional loans. Bancosol intends to pay 
its own way and thus become a permanent, self-
sustaining part of the communities it hopes to serve. 
 
Last night, in Part 1 of this series, we examined the 
belief of some environmentalists that free markets 
protect the environment more effectively than 
government regulations. Tonight, you'll hear from 
representatives of Bancosol and one of its investors, 
Toronto's Calmeadow Foundation, about why they 
believe that market institutions can overcome 
poverty where social institutions have failed to do 
so. "Faith in the Market" is written and presented by 
David Cayley. 
 
David Cayley 
Next to Bolivia's capital city of La Paz sits the city of 
El Alto. A generation ago, it wasn't there. Today, it's 
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Bolivia's third largest city. Most of the migrants from 
rural Bolivia, who make up El Alto's half a million 
people, scrape a living in what is called "the 
informal economy." This means simply that they do 
business outside the formal legal structures of their 
society. They may sell vegetables, make shoes, or 
repair small appliances; but somehow, over half of 
Bolivia's people keep alive in this way and, in the 
process, generate something like a third of the 
country's gross domestic product. 
 
Being small and without collateral, these 
entrepreneurs have no access to credit through 
normal banks. But over the last twenty years, in 
different parts of the world, the pieces of a new type 
of bank have begun to assemble. One of the 
prototypes was the Grameen Bank in Bangladesh, 
which during the 1970s began to lend small sums to 
poor customers—often women—without collateral. 
They found, first, that very small loans often made 
very big changes in people's circumstances; and, 
second, that they recovered their loans at a higher 
rate than commercial banks. Both findings have 
since been repeated again and again around the 
world. 
 
In Bolivia, this approach was pioneered by an 
organization called PRODEM. Since 1987, it has 
disbursed twenty-five million dollars in loans 
averaging about a hundred and fifty dollars each. 
But, despite this impressive record, PRODEM's 
reliance on donated funds still made it impossible 
for it to meet more than a fraction of the demand for 
credit it was encountering. So this year, with a 
capitalization of six million dollars, it became the 
first organization of its kind to put itself on a purely 
business footing. 
 
In the fall of 1991, just before Bancosol was formally 
inaugurated, two of its officers visited Toronto as 
guests of the Calmeadow Foundation. Calmeadow 
had been one of PRODEM's supporters and had 
backed its transformation into a commercial bank, 
with both technical assistance and capital. During 
their visit, I had a chance to talk with these two men: 
Fernando Romero, a businessman and former 
government minister; and Pancho Otero, the 

executive director of PRODEM for the last six years 
and, now, the managing director of Bancosol. 
 
Otero, who begins tonight's program, told me that 
he viewed the creation of Bancosol as something 
more than just a change of structure. He sees it as 
the culmination of a revolutionary shift in attitudes 
towards poverty. 
 
Pancho Otero 
Several centuries ago, important institutions—
religious institutions—at some point said, you can 
not charge the poor the real cost of money, and this 
closed the gate of access to resources for the poor. 
The reason why there are poor people is because 
access to resources was shut off to them twenty 
centuries ago, when interest rates for the poor were 
declared immoral. If someone was poor, they 
deserved a handout; you had to give it to them. And 
we never realized that handouts were really 
perpetuating poverty, you know; we thought they 
were solving the problem of poverty. 
 
We also thought that, if people were poor, they 
should be treated as poor and, consequently, should 
have no accountability for their "economic activity." 
But I have a feeling, after many years of working 
among the poor in Bolivia and after many years of 
trying to understand their mentality and trying to 
understand their economic activity and trying to 
understand the causes of poverty in our country, 
because, frankly, I've blamed everybody at this 
point— 
 
David Cayley 
It might be interesting to hear the history of who 
you blamed at what time in your life. 
 
Pancho Otero 
Well, more interesting than that, and what I'd like to 
tell you, is the history of how I thought that credit 
should evolve in the country. I began when I 
graduated with a co-operative, and I thought 
cooperatives were going to solve the problem. Then 
I saw structural conflicts within cooperatives. Then 
for awhile I thought it should be the church that 
should do it. 
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David Cayley 
Before you go on: "structural conflicts"—what does 
that mean? 
 
Pancho Otero 
Well, you know, I hate to get into such detail, but 
with every cooperative that we organized and got 
going, it was the board members of the cooperative 
who had access to credit and they were the ones 
who were approving loans. So you came back four 
years later and the whole portfolio was in the hands 
of the board members. So this was, let's say, 
structural in the sense that it was built in, it had a 
built-in Catch-22. 
 
Then for a while I thought the state bank should do 
it. In Bolivia, even though it's a very large country, 
population-wise it's very small and I thought, you 
know, there are so many state banks. Then I started 
working with them, and little by little I've gone 
through all the possibilities, and now— 
 
David Cayley 
You mentioned the church as well? 
 
Pancho Otero 
Well, in many towns and villages in the country, the 
parish priest is the one who lends the people money 
for their immediate needs. Of course, they don't pay 
him, you know. They ask him for a loan, he gives 
them a loan as a friend would, you know. As a 
matter of fact, there's a wonderful story about that. 
There was a particular parish priest, who happened 
to be Canadian, in Bolivia, and he had people come 
up occasionally to the parish and borrow money for 
emergencies. They would say, Father, this thing has 
happened or this other thing has happened and I 
need one hundred pesos, two hundred pesos. 
 
He would lend to them, because he had petty cash 
to lend them from. And, of course they wouldn't 
pay, which makes perfect sense, because it's God's 
money: you don't have to pay it back. So one day, a 
man came all dressed in black and he said, "Father, 
my mother just died." The man was holding some 
candles and he said, "I need a hundred, two 
hundred pesos, to pay for her funeral." So of course 
this priest gave him the money—he's a friend of 

mine; he's left Bolivia since then—and of course the 
man didn't come back to pay. 
 
Some time went by, maybe a few months, and one 
day a man knocked on the parish door, dressed in 
black and holding candles, and he said, "Father, my 
mother just died. I need some money to bury her." 
And this priest, who we call Father José, said, 
"Weren't you here a year ago with the same story?" 
And it turned out the guy had hit this same parish a 
year before with the same story and with the same 
attire. 
 
This is not so much to speak badly of Bolivians who 
might have a scam going, but to tell you that this is a 
service that doesn't exist for a vast majority of the 
population of the country. So I think, to get back to 
the original point, we are wondering and we are 
seriously taking stock of the fact that, many years 
ago, and culturally, in the West, we said, poor 
people shouldn't be charged interest rates. Maybe 
this was the gate that was shut that denied them 
access to resources and, consequently, created a 
mentality in them, and also a social strata, that to 
this day we haven't been able to break through. 
 
David Cayley 
Pancho Otero went through a number of approaches 
in his search for this breakthrough. Then, in the mid-
eighties, he set his feet on the road that would 
finally lead to the launching of Bancosol with the 
creation of PRODEM. 
 
Pancho Otero 
PRODEM was created in 1985—it seems a long time 
now—with the purpose of supporting this sector, 
which we didn't understand yet, which is these 
masses of rural poor who have moved to the cities 
and who have found themselves some tiny niche in 
order to survive—maybe ironing clothes, or making 
some instrument, or making some consumer items, 
or the thousands of other economic activities that 
they engage in. It wasn't entirely clear how we were 
going to support them, although we knew that part 
of the support was going to be a credit program. We 
thought we were also going to have training, and 
other types of organizational support, and try to 
form them into groups that would be able to market 
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their products, etc.—we thought there would be a 
million things we could do. 
 
So with about a hundred and fifty thousand U.S. 
dollars of capital, we started lending and we very 
soon had to forget about everything else, there was 
such a high demand for loans. What was most 
intriguing and most amazing to our directors, 
especially to the ones who were bankers, is that we 
didn't have a single default and we didn't have any 
arrears in the program. In one particular case, David, 
we took fourteen months to get hold of a fifty-
thousand-dollar grant and we disbursed it in about 
an hour and a half. 
 
So at this point we visualized the contradiction: we 
can't have twenty-five of us raising funds, while five 
of us are disbursing. This was a well without a 
bottom, as we say in Spanish. 
 
David Cayley 
But money was coming back with interest on the 
loans you had already given— 
 
Pancho Otero 
Yes, of course it was, and the interest was being 
used to cover our operational expenses, as well as to 
pay for the cost of that money. But what we were 
able to recycle was only the principal, and this was 
never in any way enough, because we had opened 
up a Pandora's box of insatiable desire for money. 
 
David Cayley 
Before we go on, tell me a little bit more about the 
landscape, the urban landscape in Bolivia where 
you're working. 
 
Pancho Otero 
Bolivia is approximately seven and a half million 
people right now, distributed in an area of over one 
million square kilometres. This makes it a very 
sparsely populated country. Now, unlike our 
neighbours, we don't have half of our population in 
one city, which happens to be the case with Peru 
and Chile and some other neighbours, but we have 
had a disproportionate amount of people migrating 
to urban centres in the last twenty-five years, or, let's 
say, since 1950. 

 
These folks, who are from very traditional 
communities, from very traditional societies, whose 
mother tongues are ancient and remote languages, 
who have been historically and traditionally 
peasants and farmers, began to move to the cities 
about twenty-five years ago, with very high 
expectations, under the impression that they would 
get a decent job, have a salary, and slowly lift 
themselves out of the economic backwardness, if 
you like, which they were coming from. 
 
Well, the migration took place; however, the dreams 
didn't materialize. Jobs were not to be found. The 
import-substitution economic model did not 
produce nearly as many jobs as expected. This led 
these people who had migrated, and many women, 
to be as creative as they could in developing some 
job opportunity for which they had the werewithal, 
be it technically or conceptually, or whatever. Most 
women dedicated themselves to becoming fruit and 
vegetable vendors; some of them became engaged in 
preparing foods; some of them were into sewing—
they went into these activities for which they had 
some background. Likewise, the men got involved 
in whatever trade they might have picked up along 
the way, or maybe something that they'd learned in 
their traditional community: so they became 
carpenter's helpers; they became shoe makers; shoe 
repair; they got involved in tailoring or in sewing, or 
in any of these activities of producing clothing, etc. 
 
A whole city of about half a million people, which 
grew up next to La Paz, was developed on the basis 
of these trades and of these activities. This is a city 
that twenty-five years ago did not exist and now it's 
the third-largest city in the country. Of course, it's a 
city that, until very recently, had only one street 
light, no paved roads; one hospital with twenty-five 
beds, I believe; and no sewage. So we're speaking of 
a place that was completely deprived of urban 
facilities. However, everybody there was able to 
make a living. As the sister city of La Paz, El Alto 
was a city that sold most of its products in La Paz. 
 
I cannot tell you the amazing variety of production 
that went on there. I have seen people make mirrors, 
jewellery of all types, and all the items that you find 



FAITH IN THE MARKET IDEAS 
 
 
 

 

 

 
 16 

in any modern-day store—of course, with different 
quality levels and with different techniques, etc. We 
tapped into this market with our loans for operating 
capital. These were basically four-month loans of an 
average, at the time, of a hundred and fifty, a 
hundred and thirty Canadian dollars equivalent. 
And they were just soaking them up. 
 
David Cayley 
Well, how could it have been, as you related earlier, 
that you had virtually no defaults, given that you 
were dealing with people operating on such tiny 
margins? 
 
Pancho Otero 
Well, this was intriguing to us too, but I think it had 
a lot to do with the fact that people were looking for 
an opportunity so badly that when they got it, they 
weren't going to let go of it. Part of our program was 
that, in order to get a subsequent loan, you had to 
pay the first loan. So I attribute to this the 
extraordinary repayment rate that we were getting 
and that we are getting up to today. In all these 
years, about five years, we have disbursed the 
equivalent of about twenty-five million Canadian 
dollars and we have lost exactly fifteen hundred 
Canadian dollar equivalent. 
 
David Cayley 
Did people borrow in groups, in solidarity groups, 
or borrowers' circles or whatever? 
 
Pancho Otero 
That's right, yes, solidarity groups. 
 
David Cayley 
How did that work? 
 
Pancho Otero 
Basically, very well, as you can imagine from this 
repayment rate. And it also brought people together, 
because, as you have heard from your interviews 
with Hernando de Soto, it's not only precarious 
economically to open a business in the outskirts of 
some city in Latin America, it can also be legally 
precarious. You can be visited by some city-hall 
enforcement officer, who might even force you to 
close down. So solidarity groups help people to start 
speaking publicly about the fact that they have a 

business, which of course was something they were 
dying to do. So this is basically how the program got 
developed. 
 
David Cayley 
And how did the groups work internally? Did 
people guarantee each other's loans, so that if I don't 
pay back, the whole group suffers, or how does it 
work? 
 
Pancho Otero 
Exactly, yes. When you come into the office for a 
loan you are requested to come together with a 
group of friends or neighbours, and to guarantee 
each other. So the loan is disbursed to the group; 
they distribute it among themselves according to the 
amounts they need; and then in times of tribulation 
or in times of whatever problem or uncertainty may 
arise, they support whoever is going through this 
and pay the loan for them, and of course eventually 
settle accounts among themselves. Basically, it's a 
guarantee system. 
 
 
 
David Cayley 
Through this system, PRODEM's borrowers, and 
now Bancosol's, have gained at least a chance to 
escape their captivity to money lenders and 
suppliers. Bancosol's loans are not cheap: the high 
overhead involved in processing many small loans 
means that the bank must charge higher rates than 
other commercial banks, but they are cheap 
compared to the type of credit formerly available to 
Bancosol's borrowers. 
 
Pancho Otero 
Let's say you have a vegetable vendor in Bolivia, a 
woman who was raised in the countryside, who 
migrated to the city when she was maybe around 
ten years old, who's only got something like a fourth 
or fifth grade education from a rural school, and 
she's selling vegetables. She's paying a ten per cent 
per day interest rate because she doesn't really have 
any other choice. She will take a load of potatoes or 
of onions at a cost of six pesos if she pays up front—
I'm thinking of onions right now—and if she pays 
three days later, it'll cost nine pesos. And this ten per 
cent a day rate is very common and that's—and we 
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always stress this—the reason they come flocking 
into our office. We have a four per cent a month rate, 
and what happens is that, with that amount, we can 
cover our operating costs and they begin to do what 
they've always dreamed of, which is to accumulate. 
 
And all of a sudden, a year or a year and a half or 
two years go by and this woman who was destined 
to sell the same amount of, let's say, potatoes, for the 
rest of her life, all of a sudden has a stall that looks 
very prosperous and she's maybe even managed to 
build a stall where she's put the vegetables and she's 
certainly increased her stock and also the variety of 
her stock. We've seen this again and again. 
 
Now I'm trying to avoid what the international 
finance institutions call "economic impact 
evaluations," because our clients are fed up with 
them. We have done so many of them where they 
come and ask people: How much did you earn two 
years ago, and how how much do you earn now? 
Are your children wearing shoes? Where are these 
shoes made? etc. They're so fed up with that, they're 
saying to us, please, if I have to put up with these 
foreign pollsters, I will; but if I could have more 
expensive credit but no questionnaires, I would like 
it better. 
 
David Cayley 
So this is another advantage of a commercial 
structure? 
 
Pancho Otero 
Yes: the clients won't be seen as gerbils or laboratory 
animals anymore; we will really be able to treat 
them as clients. But, at any rate, the prosperity that 
we've seen in some of these micro-businesses, as a 
result of the loans, is really extraordinary. With an 
average loan of about a hundred American dollars 
equivalent, the vegetable stall woman increases her 
income by a hundred per cent—in other words, 
twofold—and then, with subsequent and bigger 
loans, this continues to happen, and we haven't yet 
seen the curve of diminishing returns. 
 
David Cayley 
The creation of Bancosol will make it possible to 
greatly enlarge the scope of the work done so far by 

PRODEM. Where the limits are no one yet knows, 
but Pancho Otero is hopeful that, with the 
replacement of an aid model by a market model, 
Bancosol has turned the corner in its struggle against 
poverty. 
 
Pancho Otero 
It's too risky to say that we are embarking on a 
whole new era, but I think some things are 
changing, particularly in our view of poverty. I think 
we're beginning to realize that we oversimplified it 
and we thought, since it's a lack of money, if we 
throw money at it, it'll be solved. Now we're 
discovering a more complex approach and it's not a 
purely economic approach, it's an economic 
approach that takes in the complexity of the human 
psyche and of the human, let's say, ethos, no?  
 
David Cayley 
Since 1985, Bolivia has been conducting what a 
recent issue of The New Yorker calls "a six-year 
experiment in neo-liberal upheaval." When it began, 
the country had a foreign debt equal to its gross 
domestic product, an annual rate of inflation of 
twenty-four thousand per cent, and the price of tin 
had fallen by more than half overnight. The 
government of Bolivia at the time was led by Victor 
Paz Estenssoro. In 1952, Paz Estenssoro had 
inaugurated a socialist revolution by nationalizing 
the tin mines. In 1985, with his back to the wall, he 
threw himself on the mercy of the market and began 
a liberal revolution. His government let the currency 
float, liberalized trade and investment rules, forced 
the state mining corporation to lay off two-thirds of 
its employees, and hired as an adviser Harvard 
economist Jeffrey Sachs, who has gone on to advise 
the governments of Poland and Russia on how to 
create capitalism. 
 
Fernando Romero embodies Bolivia's new liberal 
spirit. Described by The Wall Street Journal as one of 
Bolivia's powerful businessmen, he exudes a bullish 
faith that market institutions will succeed where the 
state has so conspicuously failed. From 1986 to 1988, 
he headed the Social Emergency Fund, which was 
established by the government to ease the shocks of 
so-called structural adjustment after 1985. In 1988 
and '89, he served the government as minister of 
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planning. Romero was one of the founders of 
PRODEM and he is a major investor in Bancosol. He 
believes that the new bank is the logical step in the 
development of micro-credit, because it will finally 
put it on a sustainable basis. 
 
Fernando Romero 
Credit is a very important and major tool to solve 
people's problems, especially from an economic 
perspective. Unfortunately, when one comes to the 
problem of credit for the small economic agent, the 
individual, problems multiply because of the 
complexities of small amounts, higher costs, and 
greater difficulties in collection. Therefore, that has 
been a niche that has been looked at more as a social 
responsibility than as a business opportunity. 
 
As a social responsibility, it landed in the hands of 
social institutions, starting with the government, 
who felt that these things should be taken care of on 
a subsidized basis because the small ones and the 
poor ones did not "deserve" to pay market rates. 
Then the church got involved, then community 
institutions, NGOs, and everybody else, thinking 
that the tool of credit should be given to the small 
entrepreneur, the small economic agent, the self-
employed, on a subsidized basis because he 
deserved it. 
 
Now, our starting point for talking about a banking 
approach to the problem is that this is not a matter 
of support, of assistance, to the poor and the small 
one; this is a matter of consistency. We feel that, 
even though credit has been reaching these people 
in one way or another, it has not reached them on a 
sustainable basis. It has always been done according 
to social criteria that put the institutions that were 
giving the credit on a donation basis, on a grant 
basis; therefore the hat had to be passed around 
every so often in order to collect the funds required 
to support the needs of those people. Now we feel—
and this has not been done around the world yet—
that this needs an economic approach, this needs a 
business opportunity approach, to make sure that 
institutions are developed that can stay there 
forever, and that are not dependent upon the will of 
the government or a religious order or a political 
party, but that can stand on their own, generate 

profits, generate surpluses, and be able to attend this 
economic need, which is very urgent. 
 
David Cayley 
To Romero, Bancosol is part of a new emphasis on 
sustainability in development thinking, an emphasis 
in which free markets and environmental protection 
are linked rather than opposed to each other, and he 
says that this new approach has seized hold of even 
the great multilateral development agencies, like the 
World Bank. 
 
Fernando Romero 
It is amazing the amount of resources that the World 
Bank is putting now into undoing what they did 
before. They're trying to disassemble: they're putting 
resources in privatization, liberalization, opening up 
of the economies, structural reform, etc., etc., to 
undo what they supported before, because they 
were the great supporters of public enterprise. Now, 
this is probably because the former model of 
government paternalism, of government regulation, 
of government authority over the people, failed. The 
degree of poverty has increased, progress has not 
been sustainable; we're close to finishing off the 
environment. 
 
This has opened the field for institutions of micro-
credit and micro-lending like Bancosol, which give 
people opportunities to solve their own problems. 
That's what gives a very solid conceptual content to 
the idea of managing micro-credit through free, 
business-oriented, economic institutions that are 
capable of  generating their own surpluses in order 
to survive, grow, and massify the problems. 
 
David Cayley 
Massifying the problems, Romero believes, is one of 
the keys to sustainable development. Bancosol has 
already greatly expanded the capacity of PRODEM, 
but, for Romero, there need to be more and more 
Bancosols, until credit is readily available to 
whomever can use it. However, he says, the 
international development establishment is still 
ambivalent, supporting a business approach on the 
one hand and a subsidized approach on the other. 
 
Fernando Romero 
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They are themselves very confused. You've got an 
institution like, let's say, the Inter-American 
Development Bank. They have two separate 
institutions funding micro-credit programs in two 
different ways. You've got the IIC, which is the 
Inter-Americas Investment Corporation, which deals 
with the private sector. They are supporting 
institutions like Bancosol. They are going to be 
shareholders and they've been very openminded, 
extremely generous, and very enthusiastic about the 
idea—some of them they even call it their "star 
project." 
 
But, on the other hand, you also have with the Inter-
American Development Bank a socially oriented 
program with more money which they call "micro-
lending social approach," and they hand out grants, 
because they have a mandate from some country 
which has given them five hundred million dollars 
or something like that. They hand out grants of half 
a million dollars to any religious institution that 
comes around and says, I'm going to lend to the 
potato croppers, I'm going to lend to the 
silversmiths, and I'm going to do this and that. 
These people, who have religious intentions, or 
political intentions, can disburse money faster and 
offer subsidized rates. 
 
Our worry, from the bank standpoint, is that the 
same agency which is helping us is developing our 
competition. I've been complaining to the IDB and 
saying, you cannot do this, because you're opening a 
window to charity, philanthropy, and subsidized 
ideas on the one hand; on the other hand, you are 
becoming investors in a venture that, to be 
successful, has to be profitable enough and have a 
return on investment that's reasonable. The 
contradiction is there: we've got to charge market 
rates to be profitable and they're charging 
subsidized rates. It's a horrible competition, because 
human nature being what it is, even though they tell 
you I need the loan and I'm willing to pay the rates, 
if there is a handout, if there is a gift in the next 
window, they're going to run after the gift anyway. 
 
David Cayley 
This is a serious problem for Bancosol, but it is 
somewhat mitigated by the small amounts involved. 

For micro-enterprises, with few assets and high 
turnovers, the difference between a market rate and 
a subsidized rate may not be crucially important. 
But what will be crucially important to the long-
term success of Bancosol, according to Romero, is 
whether the bank can attract savings. 
 
Fernando Romero 
I think that the key to this is whether those people 
will be willing to save, because they have money: 
not all of them require credit. Of two brothers of the 
same family doing the same thing, one is a saver and 
the other one is a borrower—this is human nature 
and this is true all around the world and at all levels 
of business. The saver will save. Where is he saving 
now? Believe it or not, he's got the money under the 
mattress. 
 
The moment he starts saving with us is going to be 
the moment at which we've proven that we've 
developed an institution that is credible enough for 
those people to come and support it. 
 
David Cayley 
Bancosol is only a few months old. It will probably 
be several years before it is clear whether the bank 
will be able to profit, grow and replicate itself in the 
way its supporters hope; but, if there are any doubts 
behind Fernando Romero's ebullient rhetoric, they 
are well-hidden. He sees the significance of Bancosol 
in global terms, as part of what might be called a 
new world mood. 
 
Fernando Romero 
The smaller world doesn't allow you to keep things 
enclosed anymore. Walls are falling everywhere, like 
the Berlin Wall. When you look at Eastern Europe, 
it's perestroika and glasnost, and all these other things 
that go around. In the Third World and Latin 
America, it's structural reform, democracy, 
liberalized economies, etc. The bottom line, 
however, is sustainability. I guess we've gotten our 
heads together that the best way to survive and live 
together is, politically speaking, through democracy; 
economically speaking, by letting to a greater or a 
lesser extent market forces rule, because, if you put 
human hands in the middle, this intervention is just 
intolerable. 
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When you translate all these trends into the human 
being, the word that becomes key is participation. 
They want to be part of the system. You've got a 
citizen that's saying, listen, I want no favours, I want 
no gifts; I want the opportunity; I've never had 
access to credit; don't tell me it's going to be more 
expensive, I accept that; but I want to know how 
competitive I am, I want to work, and I don't want to 
owe you anything—he'll tell whomever it is—I just 
want the opportunity. So credit and these 
instruments now become a valid premise to get to 
them and do business. Business is a two-way street: 
they've got to have a benefit, the supplier is going to 
have a benefit. It's kind of difficult to put the word 
thanks in the middle. The question of charity, the 
question of philanthropy, is becoming, fortunately, 
further and further away. 
 
And this concept, as simple as it sounds, carries a 
tremendous conceptual weight. It is affecting the 
attitude of the Bretton Woods institutions, even the 
country foreign-aid programs. I was talking to the 
Swiss, for example, while I was in the public sector 
of Bolivia. The Swiss are very generous with their 
aid programs, and at one time they were so 
uninvolved with them that they wrote blank 
cheques, because they said, well, Bolivia is a poor 
country, or Haiti or wherever it was; so here it is, 
buy food, or whatever. 
 
And my position was that that was a very 
irresponsible thing to do. It's not that I was trying to 
get paternalism in there or involvement of countries 
like that, but it was very irresponsible because that 
money went straight back to Swiss accounts, 
because it was being managed by totalitarian 
governments and could serve as the perfect 
corruption gimmick. 
 
Now I think the situation is different: people are 
there waiting for the opportunity, the tools can be 
supplied at a price, they're willing to pay the price. 
We've gotten over this old idea that we had: that we 
should not make money out of poverty; we should 
not charge any interest to these people; we should 
give them gifts. The market rate for micro-lending, 
without any doubt, is much higher than the normal 
commercial rates that the newspapers print. And 

this was something that scared away the banks and 
still scares away people, especially businessmen 
who say, don't get me involved with usury, because 
sooner or later they're going to say, look at this big 
fellow who's got all the money in the world, 
charging forty and fifty per cent to the poor people. 
This is a wall that's very difficult to tear down; this is 
a mental-attitude problem that is extremely difficult 
to handle. 
 
But people like me, businessmen, are now walking 
over that wall. I'm not ashamed anymore to say, we 
are making a bank where we're going to charge rates 
that are market rates and we're going to make 
reasonable profits and we welcome competition in 
this particular respect, but we're going to give the 
small and the poor an instrument to solve their own 
problems. 
 
David Cayley 
Bancosol's Canadian connection is Toronto's 
Calmeadow Foundation. Calmeadow was founded 
by Toronto businessman Martin Connell in 1983 and 
financed from his private fortune. It has worked 
with groups providing credit to micro-enterprises in 
Latin America and, in Canada, it has established the 
First People's Fund to bring the same approach to 
native communities here. Other Canadian programs 
are now in the development stage. 
 
Mary Coyle is Calmeadow's program director. She 
remembers that Calmeadow became active in Latin 
America around the same time that PRODEM was 
established in the mid-eighties, and the two 
organizations, in a sense, grew up together. 
 
Mary Coyle 
We had a fairly unsophisticated—probably a little 
bit naive—understanding or view of the world. We 
knew that we wanted to encourage economic self-
reliance among the people of the Third World; we 
knew that we wanted to work with women; we 
knew we wanted to work with the poorest of the 
poor, or at least the poorest of the economically 
active. We felt that micro-enterprise was a sector 
where we might be able to have some impact; we 
felt that credit to the micro-enterprise sector was a 
very effective means of supporting the sector: it 
wasn't charity, it was something that was potentially 
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sustainable. It just attracted us: it was not 
paternalistic in its approach to poverty, it was 
basically just providing people with a service that 
we take for granted. They didn't have, obviously, the 
assets to offer up as collateral and they were left out 
of the system as a result. So we wanted to bring the 
system to them. 
 
Initially, we were involved really in learning, and 
that's what we did. We partnered with a variety of 
organizations; we were apprenticing, really, in the 
field of micro-enterprise credit. But quickly, through 
that process, we saw that some organizations were a 
lot better than others at reaching the target group, 
were providing a better quality service, and some 
had the potential to grow. We also saw the 
magnitude of the sector and soon saw that, if we 
were going to have any impact, we had to really 
address the issue of the magnitude of the sector. 
And also, at the same time, we saw donor funding 
drying up. 
 
Support to the informal sector has been a trend, a 
fad, but I think we're almost on the end of that fad in 
terms of international support to it. People don't find 
it terribly sexy anymore: you know, these are poor 
people and these poor people do improve their 
livelihoods to a certain level, but they're not 
necessarily making the leap into the formal economy 
that a lot of people had hoped. That was really never 
our agenda, but that certainly was the agenda of a 
lot of agencies, to graduate the clients into the 
formal system. 
 
So we really felt that, with the increase in the 
magnitude in the sector, and the decreasing 
resources available from international donors, 
something had to be done with those few 
organizations that are providing services to the 
informal sector. And that's where the challenge 
came in: how to develop institutions that were going 
to be sustainable over the long term, that would be 
able to grow enough to reach the numbers of people 
involved and would be able to get together the 
capital required for that growth on a sustainable 
basis. 
 

Naturally, in the beginning, they're not going to be 
able to get that capital from the clients themselves, 
but, over the long term, what one hopes is that the 
savings of the clients themselves will be able to 
provide the capital for the on-lending. In the 
meantime, the type of money one would normally 
look for—grants from bilateral or multilateral 
agencies—was decreasing. We had to look at 
something else, and so that's when we started to 
look at investments. One would call them social 
investments, because this is very patient money 
that's in Bancosol, for example; it's not money that's 
expecting an immediate twenty-per-cent return next 
year, but there will be a return and it will happen 
probably in a few years down the road. 
 
David Cayley 
Both Pancho Otero and Fernando Romero 
emphasized the reluctance of people to get involved 
with this, and perhaps initially their own reluctance 
as well—to lend to the poor at market rates—and 
Otero even blew that up to a theory of history, 
saying that the whole problem has been a 
religiously-based prohibition against doing this, so 
that people were locked into a ghetto, where they 
were only permitted to receive philanthropy. They 
both made quite a strong point of that. How do you 
see it? Is it so? 
 
Mary Coyle 
Yes, most definitely. People find it much easier to 
give money to the poor than to lend money, because 
lending money means you're on equal grounds and 
people don't like to see that, they don't want to 
know about that, they don't want to see the informal 
sector being considered a part of their greater 
society. A lender and a borrower are in fact partners 
on a business transaction, whereas someone who is 
giving charity is obviously in the position of power. 
 
David Cayley 
Mary Coyle says that Calmeadow was attracted to 
PRODEM, because both organizations share this 
businesslike approach. At the time, PRODEM was 
becoming a victim of its own success and needed to 
move to a commercial structure just to meet the 
demand it was facing. However, Mary Coyle 
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cautions that not every organization involved in 
micro-credit is in the same place. 
 
Mary Coyle 
What you see around the world is very interesting. 
At the one end of the spectrum you see in Indonesia 
both state banks and commercial banks getting into 
the business of servicing the informal sector, just 
because it makes commercial sense to them—they're 
making some money, both on the savings as well as 
on their credit operations. So you see a real growth 
in that area, and particularly in Asia. 
 
In other places around the world, you see that this 
sector is not being served very well at all. Where it is 
being served, it's by non-governmental 
organizations that are trying hard to do the job, 
don't yet have the experience, and don't yet have the 
sophistication to reach larger numbers of people and 
often are given three-to-five-year funding by some 
bilateral agency which expects them to be 
completely sustainable at year X. 
 
A lot of those organizations are naturally not going 
to be at the stage that PRODEM was at when it 
decided to create Bancosol, or that some of the other 
Latin American agencies that we're currently 
working with are at. It's going to take some 
nurturing along the way to get them to that stage. So 
our entry level for intervention with those 
organizations is not always the same. In some cases, 
they need some help in portfolio management, they 
need some help in strategic planning. They're not at 
the stage where they're ready to transform 
themselves into a financial institution: they need to 
improve their quality, they need to develop 
products to reach out to larger numbers of people, 
etc. So we try to nurture them to a stage where they 
are then ready to transform themselves. 
 
David Cayley 
Meanwhile, Bancosol is showing what is possible. 
From an NGO with a hundred and fifty thousand 
dollars in its pocket, it has become a full-fledged 
commercial bank in the space of five years. And, in 
doing so, says Mary Coyle, it has served as an 
inspiration as well as greatly expanding its own 
possibilities. 
 

Mary Coyle 
The significance is that it has opened up a whole 
new window of opportunity in terms of the type of 
money available to the bank, and it also serves as a 
model—the first in the world of its type, really. So 
our hopes are naturally, in being involved in this, 
that people will look at that the success of 
Bancosol—and we're very sure it's going to be 
successful—and invest in other opportunities such 
as this around the world. So from the investor's side 
we want to open up more social investment 
opportunities; and from the institutional side, we 
hope that other non-profit organizations will look at 
this model and see that there is a way towards 
creating sustainable financial institutions that can 
permanently service their clients. 
 
David Cayley 
So what ideally would be the next step if Bancosol 
can succeed? What would be your hopes? 
 
Mary Coyle 
Well, when Bancosol succeeds, we do hope that other 
organizations around the world will develop 
financial institutions. They don't have to be 
commercial banks, they could be financial 
cooperatives, they could be credit unions, they could 
be trust companies—whatever is the most 
appropriate structure for the environment in which 
they are operating—what's important to us is that 
they are sustainable and that they're able to grow to 
meet the growing demand, so those are really the 
two key issues for us. In fact, we are now working 
with an organization in Colombia that wants to call 
itself Bancosol II. It's been very interested in the 
developments in Bolivia; it has a tremendously 
growing client base; and it has some good solid 
private-sector backing in Colombia and wants our 
assistance in seeing about the feasibility of creating a 
bank or another type of financial institution. 
 
David Cayley 
So the points you want to emphasize here are 
getting off the development treadmill—the 
dependency treadmill—and having the internal 
capacity to stay and to grow. 
 
Mary Coyle 
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The really important thing to us is to recognize that 
those donor dollars are not going to be there forever 
and they're not going to be there in the amounts and 
on the terms that will enable an organization to 
grow and sustain itself on a permanent basis. That's 
the important thing. Reduce that dependency and 
then, secondly, grow—grow to meet that growing 
demand, because that is a real responsibility that we 
feel. 
 
Lister Sinclair 
Tonight on Ideas, you've been listening to the second 
and concluding program in our series "Faith in the 
Market." It was written and presented by David 
Cayley. Technical production was by Steve 
Sweeney; production assistants: Gail Brownell and 
Faye Macpherson. The executive producer of Ideas is 
Bernie Lucht. 
 
Transcription by Hedy Muysson. 


